



THE CYCLICAL UPSWING in economic activity that began in mid-
1967 in Western Europe, and earlier in Japan, has continued 
in 1970 despite the slackening in over-all demand in the United 
States. Boom conditions in 1969 and 1970 have been accom-
panied by substantial and pervasive price and wage advances. 
Prices, after rising moderately in 1968, accelerated markedly in 
1969, and the rate of increase has remained high this year. The 
major part of this inflation was at first attributable to the pressure 
of excess demand. Increasingly, however, cost-push elements 
have begun to predominate, as excess demand seems to be re-
sponding to restrictive policy actions, and as labor costs in par-
ticular continue to rise sharply. 
Japan and the major industrial nations of Europe pursued 
restrictive domestic policies in 1969 and 1970 to ease the pres-
sures on resources and to combat inflation. Strong reliance was 
placed on monetary policy. Some countries also adopted anti-
inflationary fiscal measures, but these measures generally were 
introduced belatedly and were not strong enough to permit a 
significant lessening of reliance on monetary policy. 
RAPID PRICE ADVANCES Rates of inflation in Western Europe and Japan, as indicated by 
both consumer and wholesale price indices, accelerated sharply 
in the course of 1969, and only in recent months has the steep rise 
in prices moderated in some countries. 
From mid-1966 until the end of 1968—a period which encom-
passed the 1966-67 pause in economic activity in Europe and 
the subsequent upturn in 1968—prices rose only moderately in 
most of the major industrial countries. The exceptions were in 
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CONSUMER PRICES 
Percentage change at annual rate 
Country  1967 Q2 to 
1968 Q2 
1968 Q2 to 
1969 Q2 
1969 Q2 to 
1970 Q2 
Belgium  2.3  3.8  4.1 
4.1  6.4  5.8 
Germany  1.3  2.6  3.9 
Italy  1.6  2.0  5.1 
Netherlands  2.0  18.1  3.5 
5.6  5.1  7.6 
United Kingdom  4.5  5.5  5.8 
United States  4.1  5.5  6.4 
1 Reflects introduction of value-added tax on January 1, 1969. 
NOTE.—Consumer prices for all goods and services; for Belgium rent is excluded. OECD data.. 
France, where prices rose substantially in the second half of 
1968 following the civil disturbances that spring, and the United 
Kingdom, where price increases were large throughout 1968 in 
the aftermath of the sterling devaluation in November 1967. 
In 1969 prices began to accelerate in all of the major coun-
tries of Western Europe and in Japan. The rapid rise continued 
into 1970, but by the middle of this year the rate of increase of 
wholesale prices of manufactures had diminished appreciably in 
Germany, France, Italy, and Japan. 
This pattern of price movement corresponds roughly with 
that of the United States, except that industrial wholesale prices 
here accelerated less in 1969 than in many other countries. 
The various factors responsible for price developments in 
1969-70 will be discussed later, but mention may be made at 
this point of two major changes in exchange rate parities that 
occurred in 1969: the French franc was devalued by 11.1 per 
cent in August and the German mark was revalued upward by 
9.3 per cent in October. The mark revaluation had no immedi-
ately discernible effect of lowering German domestic prices, since 
domestic and external demand were extremely strong. The franc 
devaluation, on the other hand, did accentuate the domestic price 
rise in France, since the franc cost of imports rose immediately. 
INFLATIONARY Intense inflationary pressures have been experienced in all the 
PRESSURES STRONG major industrial countries in 1969-70. In some countries—espe-
cially Germany, Japan, and the Netherlands—substantial excess 
demand has persisted into 1970 and has, of course, been accom-
panied by upward cost pressures. In France and Belgium, on 
the other hand, demand has exerted less pressure on capacity 
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this year than in 1969; nevertheless, costs have continued to 
increase. In the United Kingdom, and to a lesser extent in Italy 
also, cost pressures that developed despite absence of excess de-
mand were the major factor contributing to inflation throughout 
the past 2 years, 
Germany's present upswing in demand has been stronger, and 
has already lasted longer, than earlier cyclical upswings. There are 
indications, however, that some elements of demand in that coun-
try have now begun to expand less rapidly. 
At the beginning of 1969, the German economy had recov-
ered from the 1966-67 recession. All components of gross na-
tional product were showing marked strength; government 
spending, private consumption, investment, and exports were 
all rising sharply. This increased demand was met in large part 
by increases in productivity and by a rise in imports. But the 
pressure of demand manifested itself also in price increases. 
Wholesale prices of industrial goods, in particular, stepped up 
substantially in the latter part of 1969. 
Strong demand exerted severe pressures on capacity. Order 
backlogs in industry, already very large, continued to widen. 
The labor market became exceedingly tight, despite the fact that 
increasingly large numbers of foreign workers were being em-
1 WHOLESALE PRICES accelerate after moderate increase from 1965 through 1968 









* Beginning 1968 a turnover tax was replaced by a value-
added tax. Series beginning 1968 differs from published series in 
that it has been adjusted to include value-added tax to give more 
comparability with preceding series. 
A Indicates distortion caused by civil disturbances in France. 
For the Netherlands, beginning 1969 a turnover tax was re-
placed by a value-added tax. Q1 1969 movement includes esti-
mated price change derived by linking series excluding all taxes 
in December and January. Quarterly and monthly OECD and 
national data. 
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ployed. Nevertheless, because of large productivity gains, unit 
labor costs were essentially stable, and, with material costs also 
stable, profits constituted a growing share of national income. 
The cost picture was altered abruptly in the autumn of 1969, 
when wildcat strikes in the iron and steel and coal-mining indus-
tries, against a background of a very tight labor market, spurred 
a rapid acceleration of wages. Because productivity gains were 
smaller, unit labor costs in industry were up 10 per cent by the 
second quarter of 1970, and profit margins were increasingly 
being squeezed. 
The revaluation of the German mark in October 1969 was 
designed, in large part, to control inflation, but the pressures of 
demand, both domestically and from abroad, were too strong 
to be quickly overcome. Even though German export prices 
expressed in terms of dollars and other foreign currencies did 
rise, exports have only recently begun to weaken, which may 
be the result of easing demand abroad as well as of the revalua-
tion. Other elements in Germany's external transactions, especi-
ally the balance on services, responded more markedly to the 
revaluation. 
In recent months German businesses have cut back on their 
inventory investment plans and new orders received by manufac-
turers have leveled off. On the other hand, consumer demand has 
been accelerating, and the upward trend of government expendi-
tures has not abated. Moreover, upward pressures on prices from 
the cost side are strong. 
The Japanese economy is currently in its fifth year of a cycli-
cal upswing, the longest such advance in the economy's postwar 
history. Strong consumer, investment, and export demands put 
increasing strains on productive capacity, at least until the spring 
of 1970. The ratio of the Japanese industrial production index to 
an index of productive capacity in Japan reached a peak in 
December 1969, and has declined only slightly since then. The 
ratio of job vacancies to job seekers reached an all-time high in 
March, and tight labor market conditions have been reflected in 
sharp wage increases, exceeding somewhat the very substantial 
gains in labor productivity. The situation in the labor market has 
been affected by the tendency for more high school graduates to 
attend colleges or universities, with the result that the supply of 
new low-wage workers has diminished. 
World market conditions have influenced developments in 
Japan, as elsewhere. During 1966-68, Japanese import prices 
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2 Inflation reflected in rising EXPORT UNIT VALUES 




Data for Germany adjusted for revaluation of the German mark in October 1969. Data for 
France adjusted for devaluation of French franc in August 1969. Quarterly OECD data. 
were relatively stable, but the subsequent increase brought them 
by the second quarter of 1970 to a level 4 per cent higher than 
in the corresponding period of 1969 and 6 per cent higher than 
at the end of 1968. 
Several factors combined to produce strong upward pressures 
on prices in the Netherlands in early 1969. Costs rose as the 
1966-68 downtrend of Dutch import prices was reversed, and 
wage increases accelerated as labor, and capacity in general, 
became more scarce. An exceptionally strong demand for 
Dutch exports, together with buoyant domestic demand, enabled 
producers to pass these cost increases on in prices. The institution 
at the beginning of the year of a value-added tax, which resulted 
in sharp consumer price increases, was also important. 
A price freeze imposed in April 1969 arrested the burst of 
price advances that had occurred in the first quarter; the freeze 
was partially lifted in September 1969 and eased further in 
August 1970. However, the possibility of a continued wage-price 
spiral has remained a threat, because wage contracts, beginning 
with the trend-setting contract negotiated late last year in the 
heavy metals sector, have included escalator clauses based on 
changes in the consumer price index. 
In 1970, the continuing strength of demand, high capacity 
utilization, and increases in the cost of imports, especially those 
from Germany after the revaluation of the German mark, con-
tinued to put upward pressure on prices. Despite the maintenance 
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of some price controls, prices have continued to rise and wage 
rates have been and will be adjusted accordingly. 
In France the annual rate of growth of real output slowed only 
slightly from about 5 per cent in the first half of 1969 to about 4 
per cent in the second half. Factors primarily responsible for this 
buoyancy included a very rapid expansion in fixed investment 
and, in the spring and summer, an intensification of consumer 
demand in the expectation of a franc devaluation. Moreover, 
after the devaluation occurred in August, the franc value of ex-
ports rose. At first this reflected primarily an increase in the franc 
prices of exports, but later the real volume of exports increased 
substantially; in the first half of 1970 volume was 18 per cent 
above its level a year earlier. 
Factors other than demand contributed to the inflationary 
pressures. Immediately following the devaluation, the franc 
prices of imports rose by almost 10 per cent, and they have since 
risen further. Hourly wage rates, which increased sharply last 
year, have increased even more rapidly this year. 
Over-all economic activity in early 1970 exceeded expecta-
tions, because of the strong export and investment demands. 
Fixed investment expenditures, even after elimination of special 
tax benefits in September 1969, and in the face of tight credit 
policies, have been at a very high level so far this year. However, 
despite the continuing rise in personal incomes, growth of ag-
gregate demand appears to have been moderating. During the past 
summer, inventories were considered excessive, new orders were 
coming in more slowly, and private consumption in real terms was 
no larger than at the beginning of 1970. Employment has not been 
growing rapidly enough this year to prevent a gradual increase in 
unemployment. 
In 1969, Belgium's price inflation seemed to be essentially of a 
demand-pull nature. The rate of growth of output accelerated 
and employment increased considerably. Domestic demand 
strengthened as plant and equipment expenditures, in particular, 
advanced sharply. Exports also continued to rise, reaching a total 
value 23 per cent greater than in 1968. Increasing demand for 
labor and declining unemployment produced a 9 per cent rise in 
hourly earnings in mining, manufacturing, and transportation 
over the course of 1969, compared with 6 per cent the preceding 
year. 
Current indicators suggest that demand has increased less 
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WAGES AND EARNINGS 
Percentage change of half-year over preceding half-year, at annual rates 
Country 
1968  1969  1970 
Country 
1st H  2nd H  1st H  2nd H  1st H 
Belgium  4.2  7.4  7.8  9.4  10.8 
France  5.9  25.1  7.0  8.9  10.6 
Germany  6.0  8.4  8.0  13.1  16.7 
Italy  3.9  2.7  8.0  10.9  30.6 
Netherlands  7.8  6.3  12.8  5.2  10.1 
Japan  16.3  13.8  14.1  20.5  11.1 
United Kingdom  7.9  7.5  7.2  8.1  6.1 
United States  7.4  6.4  5.6  6.7  4.3 
NOTE.—The series used are as follows: Belgium, hourly earnings in mining, manufacturing, and 
transport; France and Italy, hourly rates in manufacturing; Germany, wages and salaries per manhour, 
in all industries; Netherlands, hourly rates in industry-males; Japan, monthly earnings, including 
bonuses; United Kingdom, average earnings of all employees; and United States, average hourly 
earnings. OECD and national data. 
rapidly this year, with less vigorous demand for exports, housing, 
and consumer durable goods. Nevertheless, the rise in wage 
rates accelerated further in the first half in response to continuing 
tightness in the labor market. Rising unit labor costs have put a 
squeeze on profits and further upward pressure on prices. 
The United Kingdom provides the clearest example among the 
industrialized countries of inflation that is primarily of the cost-
push variety. The British economy is clearly operating below its 
productive potential; unemployment, for example, stands at a 
very high level by British standards. Yet labor costs have been 
rising rapidly, and profits and profit margins are depressed. 
The growth of British exports—which brought a marked im-
provement in the balance of trade—was the chief expansionary 
force operating in 1969, as government policies acted to restrain 
domestic demand. Private investment in real terms recovered 
somewhat in the second half of 1969, but has fallen off again this 
year. Total real GNP has been rising irregularly at an average 
annual rate of only about 2 per cent since 1967. 
Despite the suppression of demand pressures by highly re-
strictive fiscal and monetary policies, price and wage increases 
quickened in 1969. Boosts in indirect taxes, imposed to restrain 
the growth of real expenditures, added to the rise in retail prices. 
Sharply higher import costs after the November 1967 devalua-
tion had been an important factor pushing up prices earlier, and 
this influenced wage negotiations in 1969. British wage earners 
developed expectations of further price increases; desirous of 
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making up for the lack of any significant growth in their real 
income since 1967, they demanded sharply higher wages. The 
Labor Government was hesitant, in an election year, to try to 
enforce an incomes policy over strong union opposition. Thus, by 
the second quarter of 1970, basic hourly wage rates in manufac-
turing were 12 per cent above their level a year earlier, compared 
with an 8 per cent increase experienced over the preceding 12 
months. 
In Italy, as in the United Kingdom, price inflation has been 
attributable largely to cost-push factors in the past 2 years— 
especially after the middle of 1969. The underlying trends of 
growth in demand and in productive capacity remain strongly 
upward, but labor disturbances have curbed the expansion. Real 
GNP, after growing at an annual rate of almost 8 per cent in the 
first half of 1969, barely increased in the second half as output 
was sharply reduced by strikes in manufacturing industries and 
construction in September-December. Important effects of these 
strikes included a slowdown in the rate of increase of personal 
consumption owing to loss of wages, a marked reduction in ex-
ports, and a substantial decline in inventories. 
Industrial production increased sharply in January, but has 
remained flat in subsequent months, owing primarily to such 
factors as: additional strikes, notably in textiles and electric 
3 | INDUSTRIAL PRODUCTION continues to grow in 1969 and 1970 
RATIO SCALE, 1963=100 
••••••••••••••Hi •••••i^MBMHMMHMW 
1968 1969 '70 1968 1969 '70 
^ Indicates drop caused by labor strike in Italy. 
A Indicates drop caused by civil disturbances in France. 
Seasonally adjusted OECD quarterly data. 
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power; difficulties for firms in adjusting their production sched-
ules to a new shorter workweek; and the reluctance of labor to 
work overtime. 
As a direct result of the strikes, unit labor costs accelerated 
sharply further this year. Minimum contractual wage rates in 
industry rose 13 per cent from December to February. In an esti-
mate cited by the Bank of Italy, hourly earnings of wage earners 
this year are expected to average 16 to 17 per cent greater than in 
1969 for the economy as a whole and more than that in industry. 
Such increases would be at least double the expected rate of pro-
ductivity increase in industry, and even further out of line with 
productivity gains in the economy as a whole. Buoyant consumer 
demand, fueled by these large wage increases, has been sufficient 
this year to put further upward pressure on domestic prices and to 
accelerate the rise in import demand. 
ANTI-INFLATIONARY Monetary policy has been the instrument most vigorously used 
POLICIES jn period for resisting inflationary forces. While some fiscal 
actions were taken, in general these actions either were insuffi-
ciently strong or were applied later than would have been desir-
able. A partial explanation for this is that various institutional, 
social, and economic constraints favored reliance on monetary 
actions. As in the United States, the fiscal decision-making process 
tends to be long and complex, and public tax and expenditure 
policies are difficult to change at relatively short notice. 
The specific policy instruments that were selected differed 
among the various countries, although some instruments were 
common to all of them. During the last 2 years central bank 
discount rates (and other central bank lending rates) have been 
raised in all of the major industrial countries—several times in 
most of them—but have subsequently been slightly reduced in 
some of them. 
Moreover, all the major industrial countries except Germany 
and Italy imposed ceilings on the growth of bank lending—and 
in some cases on lending by other institutions. But a variety of 
other types of policy actions were also undertaken. 
In Germany rediscount quotas were lowered, minimum reserve 
requirements were raised, and other measures were taken in 1969 
in an unsuccessful attempt to offset the effect on the liquidity of 
the banking system of the tremendous inflow of funds from abroad 
before the revaluation of the German mark. The sizable outflow 
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CENTRAL BANK DISCOUNT RATES 
Per cent per annum 





























































of funds from Germany after the revaluation threatened to reduce 
sharply the liquidity of the banks, but this effect was mitigated by 
a lowering of reserve requirements and related measures. When 
short-term loan funds again began to flow to Germany this 
spring, and some speculative inflows occurred in June and July, 
the German Federal Bank moved to counteract the expansive ef-
fects on bank liquidity. In July the Bank lowered its discount rate 
and its rate on advances (Lombard rate) in order to reduce the 
incentive for capital inflow and thereby avoid so far as possible 
the expansion of domestic liquidity from that source. This action 
was accompanied by a repayable surcharge on income taxes and 
a tightening of depreciation allowances. 
In France, total credit to the private sector was continuing 
to expand during the spring and summer of 1969, but after the 
devaluation in August of that year the Bank of France took 
actions that successfully restrained the growth of credit. Fiscal 
measures, including the postponement of some planned expen-
ditures, also helped to hold down the growth of aggregate de-
mand during the winter and on into the spring of 1970. With 
the labor force growing rapidly, unemployment increased and 
the French Government and the central bank, taking ad-
vantage of the opportunity created by the great improvement in 
Federal Reserve Bulletin: October 1970INFLATION IN WESTERN EUROPE AND JAPAN  753 
the balance of payments, began at the end of February to relax 
instalment credit restrictions, to authorize some expenditures 
previously postponed, and to introduce mildly reflationary mone-
tary measures, including reductions in the discount rate in August 
and October. 
In the United Kingdom, fiscal and monetary policy exerted 
a restraining influence on the economy. Though the ceiling on 
clearing bank advances was exceeded, growth in the money supply 
from the end of March 1969 to the end of March 1970 was only 
about 2 per cent, as the effects on the money supply of the sizable 
surplus in the balance of payments were offset by the large 
budgetary surplus and by heavy sales of government securities 
outside the banking system. The money supply spurted in the 
second quarter of this year, with bank advances increasing sharply; 
in the third quarter, the rate of rise in the money supply was 
probably lower, but was still quite high. The April 1970 budget 
was only mildly expansionary, even though unemployment was 
high and only moderate growth of domestic demand was general-
ly expected. The persistence of wage inflation and a continuing 
rise in imports have made the new Conservative Government 
hesitant to adopt any strongly expansive policy. 
Italian policy, having to deal with an economy severely 
distorted by strikes, has been designed largely to improve the 
adverse balance of payments and the consequent deterioration 
in Italy's foreign reserve position. However, at the end of 
August 1970, tax measures were introduced to moderate the 
growth of consumer demand and to reduce the budget deficit. 
Policy in Belgium, too, was influenced by external considera-
tions, notably by the rapidly rising demand by U.S. banks for 
Euro-dollars in much of 1969, by speculative outflows around 
the time of the French devaluation, and by the inflationary 
impact of the German revaluation. Discount rate policy and the 
ceilings on bank advances were supplemented by ceilings on the 
banks' rediscounts at the National Bank of Belgium and by a 
variety of controls over the foreign position of the banks. A pro-
gram of anti-inflationary fiscal measures was announced in No-
vember, following the German revaluation. In the Netherlands, 
monetary restraint was accompanied by direct government in-
tervention to freeze market prices. 
In Japan, the sharp rise of prices and wages since the spring 
of 1969 prompted a shift toward restrictive policies in the 
autumn. It was the first time since World War II that meas-
ures of restraint were taken for purely domestic considera-
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tions. The Bank of Japan imposed limits on the increase in 
bank lending, backed up by measures affecting the net liquidity 
position of city banks. Other major banks have also been urged 
to exercise restraint, but their lending activity has not, as yet, 
been subjected to quantitative controls. The slackening in infla-
tionary pressures that began in May of this year gave some indica-
tion that the tight monetary policy was having an impact. 
ALTERNATIVE POLICIES The continued pervasiveness of inflation and the difficulties 
involved in formulating and implementing independent domestic 
policies in an interdependent world raise several questions. 
If the traditional monetary and fiscal policy actions that 
have been taken have thus far been ineffective in halting infla-
tion, or are threatening to halt inflation only at a high price 
in terms of unemployment and suboptimal output, should 
additional policy actions be tried? One suggestion has been to 
pursue more vigorously some form of incomes policy. This is 
particularly suitable for countries where aggregate demand is not 
excessive and where inflationary pressures derive largely from 
cost-push phenomena. Although it has not been demonstrated 
that an incomes policy can be successfully implemented, it 
seems desirable that the search go on for policies and institutional 
arrangements that might supplement adequate demand-manage-
ment measures. 
In countries where external considerations conflict with 
domestic ones in formulating and implementing demand-
management policies, some action dealing directly with the 
balance of payments may be called for. In Japan, for example, 
further liberalization of imports would tend simultaneously to 
relieve domestic pressure and to reduce the balance of pay-
ments surplus. Or in Germany, earlier exchange-rate action 
might have prevented the surge of inflation that began in 1969, 
not only because the direct effects of the revaluation would 
have had a chance to take hold before the inflationary momentum 
had built up, but also because the monetary authorities would 
have had more flexibility in dealing with domestic problems if so 
large an export surplus had not developed. 
While the scope for international collective action to resist 
inflation may be limited, it is clear that the international ex-
change of information and ideas can be helpful. This occurs in the 
International Monetary Fund and in frequent meetings of interna-
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tional groups of officials under the auspices of the Organization 
for Economic Co-operation and Development, the Bank for Inter-
national Settlements, and the European Communities. As a result, 
policy-makers improve their knowledge of past, current, and 
future developments in other countries; thus, they are better pre-
pared to deal with the repercussions that foreign developments 
will inevitably have. The fact that inflation remains a worldwide 
problem underlines the need for this kind of international cooper-
ation among nations. • 
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